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JOINT LEGISLATIVE BUDGET COMMITTEE 
  Thursday, October 2, 2008 

  9:30 A.M. 
  Senate Appropriations, Room 109 

 
 
 

MEETING NOTICE 
 

- Call to Order 
  
- Approval of Minutes of August 12, 2008. 
  
- DIRECTOR'S REPORT (if necessary). 
  
- FY 2009 BUDGET UPDATE BY JLBC STAFF 
 --Governor's Office Presentation and/or Comments 
  
- EXECUTIVE SESSION - Arizona Department of Administration - Risk Management Annual 

Report. 
  
1. DEPARTMENT OF EDUCATION 
 A. Review Proposed Transfer of Funds from Basic State Aid to Structured English Immersion 

Fund under A.R.S. § 15-901.03. 
 B. Review of Joint Technological Education District Intergovernmental Agreements. 
 C. Report of Plan to Fund AIMS Study Guides with Achievement Testing Monies. 
  
2. DEPARTMENT OF ECONOMIC SECURITY - Review of Requested Transfer of 

Appropriations and Report on Additional Domestic Violence Shelter Fund and Child Support 
Enforcement Administration Fund Spending. 

  
3. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Risk Management 

Deductible. 
  
4. DEPARTMENT OF HEALTH SERVICES - Review of Children's Rehabilitative Services 

Capitation Rate Changes. 
  
5. AHCCCS - Review of Proposed Acute Care and ALTCS Capitation Rate Changes -- Agency 

Request (Information Only). 
  

http://www.azleg.gov/jlbc/JCCR-JLBCBudgetUpdate100208.pdf
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6. ARIZONA BOARD OF REGENTS - Review of FY 2009 Tuition Revenues -- Agency Request 

(Information Only). 
  
7. JLBC STAFF - Index for School Facilities Board Construction Costs -- Agency Request 

(Information Only). 
  

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
9/25/08 
lm 
 
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical 
accessibility.  Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, 
please contact the JLBC Office at (602) 926-5491. 



 
(Continued) 

 STATE OF ARIZONA  
   
 

Joint Legislative Budget Committee 
 

STATE   HOUSE OF 
SENATE 1716 WEST ADAMS  REPRESENTATIVES 

 PHOENIX, ARIZONA 85007  
ROBERT L. BURNS   RUSSELL K. PEARCE 
  CHAIRMAN 2008 PHONE (602) 926-5491   CHAIRMAN 2007 
PAULA ABOUD  KIRK ADAMS 
AMANDA AGUIRRE FAX (602) 926-5416 ANDY BIGGS 
JORGE LUIS GARCIA  TOM BOONE 
JACK W. HARPER http://www.azleg.gov/jlbc.htm OLIVIA CAJERO BEDFORD 
THAYER VERSCHOOR  LINDA J. LOPEZ 
JIM WARING  PETE RIOS 
  STEVE YARBROUGH 

 
MINUTES OF THE MEETING 

 
JOINT LEGISLATIVE BUDGET COMMITTEE 

 
August 12, 2008 

The Chairman called the meeting to order at 9:40 a.m., Tuesday, August 12, 2008, in Senate Appropriations Room 
109.  The following were present: 
 
Members: Senator Burns, Chairman  Representative Pearce, Vice-Chairman 
 Senator Harper Representative Adams 
 Senator Waring Representative Biggs 
 Representative Boone 
 Representative Cajero Bedford 
 Representative Lopez  
 Representative Rios 
 Representative Yarbrough 
  
Absent:  Senator Aboud  
 Senator Aguirre  
 Senator Garcia  
 Senator Verschoor  
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of June 18, 2008, Chairman Burns stated 
that the minutes would be approved. 
 
DEPARTMENT OF EDUCATION 
 
A. Review of Qwest Settlement. 
 
Mr. Steve Schimpp, JLBC Staff, stated that this item is a request from the Department of Education (ADE) for a 
review of its plan to provide school districts with approximately $12.5 million in corrected Basic State Aid for prior 
fiscal years pertaining to the recent Qwest settlement.  The Committee has at least 2 options: a favorable review, as 
the department's plan conforms to statutory requirements, or an unfavorable review, given that the full Legislature 
did not include funding for this issue in the state budget for 2009. 
 
Representative Pearce moved that the Committee give a favorable review to the ADE's plan to provide school 
districts statewide with $12.5 million in corrected Basic State Aid funding for this issue.  The motion carried. 
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(Continued) 

B. Review of Expenditure Plan for Incentive Funding from the Workforce Investment Act. 
 
Mr. Jay Chilton, JLBC Staff, indicated that this item is a review of Arizona Department of Education’s (ADE’s) 
FY 2009 expenditure plan for incentive funding for the Workforce Investment Act (WIA).  In the past the 
Committee has requested that performance measures for the program be included in the statewide workforce 
development annual report.  This is being done and FY 2008 results are expected in October.  JLBC Staff 
recommended that those performance measures continue to be included in the report and recommended a favorable 
review of the request. 
 
Representative Pearce moved that the Committee give a favorable review of the expenditure plan for incentive 
funding for the WIA.  The motion carried. 
 
C. Review Providing Funding to Displaced Pupils Choice Grants Program and Arizona Scholarship for 
  Pupils with Disabilities Program under A.R.S. § 15-901.03. 
 
Mr. Steve Schimpp, JLBC Staff, stated that this item was a request by the Chairman for consideration of a transfer 
up to $5 million from Basic State Aid to the two voucher programs that were in ADE's budget for FY 2007 and FY 
2008.  These were commonly referred to as the Displaced Voucher and Disabled Voucher Programs.  The Displaced 
Voucher Program serves students who have been in foster care and the Disabled Voucher Program serves students 
with disabilities, in both cases allowing them to get tuition funding to help pay for private school education.  The FY 
2009 budget did not include any funding for these programs, although the statutory authority for them remains in 
law.  Both programs have been subject to legal challenge since their inception, with plaintiffs contending that the 
programs represent an illegal use of taxpayer monies for private education.  In late June, as the budget was being 
wrapped up, however, the Supreme Court ruled that the programs could continue at least through 2009.  In terms of 
process issues, the Department of Education has not requested a transfer for this issue; however, the Chairman 
wanted to help expedite a solution to the problem, given that the school year has already started and it would be 
another 6 weeks before the next JLBC meeting.  The Committee has at least 2 options:  a favorable or an 
unfavorable review.   
 
The Chairman suggested that there be a third option to take no action.   
 
Representative Biggs gave a memo to Committee members dated August 4, 2008 from Kenneth C. Behringer, 
General Counsel, regarding State Aid to Education; Transfers.  (Attachment 1) 
 
Mr. Tom Horne, State Superintendent of Schools, Arizona Department of Education, responded to member 
questions. 
 
Mr. William Bell, Director, Arizona Department of Administration, responded to member questions. 
 
Representative Biggs moved that the Committee give a favorable review to the proposed transfer. 
Senator Harper requested a roll call vote. 
 
Representative Lopez made a substitute motion for an unfavorable review. 
 
Senator Harper requested a roll call vote. 
 
The substitute motion failed by a roll call vote of 3-8-0-4.  (Attachment 2) 
 
The original motion carried by a roll call vote of 8-3-0-4.  (Attachment 2) 
 
DEPARTMENT OF HEALTH SERVICES - Review of Behavioral Health Title XIX Capitation Rate 
Changes. 
 
Mr. Art Smith, JLBC Staff, stated that this item is a review of Department of Health Services (DHS) capitation rate 
changes for the behavioral health population.  There are at least 2 options for this item:  1) a favorable review as the 
excess amount primarily addresses litigation requirements and 2) an unfavorable review as the capitation rate 
exceeds the budgeted amount due to program expansions. 
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(Continued) 

Dr. Laura Nelson, Acting Deputy Director, Department of Health Services, Behavioral Health responded to member 
questions. 
 
Mr. David Reese, Chief Financial Officer, Department of Health Services responded to member questions. 
 
Representative Pearce moved that the Committee give an unfavorable review to the Behavioral Health Title XIX 
capitation rate changes as the rate exceeds the budgeted amount by a net of $2 million due to program expansions. 
 
Representative Lopez moved a substitute motion for a favorable review.  The substitute motion failed. 
 
The original motion carried. 
 
EXECUTIVE SESSION 
 
Representative Pearce moved that the Committee go into Executive Session.  The motion carried. 
 
At 11:35 a.m. the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Pearce moved that the Committee reconvene into open session.  The motion carried. 
 
At 12:20 p.m. the Committee reconvened into open session. 
 
A. ARIZONA DEPARTMENT OF ADMINISTRATION - Risk Management Services - Consideration of 

Proposed Settlements under Rule 14. 
 

Representative Pearce moved that the Committee disapprove the recommended settlement proposal by the 
Attorney General’s Office in the case of Caesar Otioti, et al. v. Roger Vanderpool, et al.  The motion carried. 
 
Representative Pearce moved that the Committee approve the recommended settlement proposal by the 
Attorney General’s Office in the case of Miller v. State of Arizona, et al.  The motion carried. 

 
B. ARIZONA DEPARTMENT OF ADMINISTRATION - Review for Committee the Planned 

Contribution Strategy for State Employee and Retiree Health Plans as Required under A.R.S. § 38-
658A. 

 
 Representative Pearce moved that Committee give an unfavorable review to the planned contribution 

strategy for state employee and retiree health plans. 
 
 Representative Lopez moved a substitute motion for a favorable review to the planned contribution strategy 

for state employee and retiree health plans.  The substitute motion failed. 
 
The original motion carried.
 
Mr. Richard Stavneak, Director, JLBC, briefly explained the following JLBC items and recommended a favorable 
review for all of these items: 
 
DEPARTMENT OF REVENUE - Review of Business Reengineering/Integrated Tax System Contract 
Amendment. 
 
ATTORNEY GENERAL -  
 
A. Review of Allocation of Settlement Monies - State v. Bill Heard Chevrolet, Inc. 
 
B. Review of Allocation of Settlement Monies - State v. Express Scripts, Inc. 
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ADMINISTRATIVE OFFICE OF THE COURTS - Review of Reimbursement of Appropriated Funds. 
 
ARIZONA STATE RETIREMENT SYSTEM - Review of FY 2009 Information Technology Expenditure 
Plan. 
 
Representative Pearce moved that the Committee give a favorable review for: 
 

• Department of Revenue - Review of Business Reengineering/Integrated Tax System Contract 
Amendment,  

• Attorney General - Review of Allocation of Settlement Monies - State v. Bill Heard Chevrolet, Inc.  
• Attorney General - Review of Allocation of Settlement Monies - State v. Express Scripts, Inc.,  
• Administrative Office of the Courts - Review of Reimbursement of Appropriated Funds, and  
• Arizona State Retirement System - Review of FY 2009 Information Technology Expenditure Plan.    

 
The motion carried. 
 
Mr. Stavneak also briefly explained the following item:  
 
ARIZONA DEPARTMENT OF TRANSPORTATION - Review of Third Party Progress Report. 
 
Representative Pearce moved that the Committee give a favorable review for the Arizona Department of 
Transportation - Review of Third Party Progress Report.  The motion carried. 
 
Without objection, the meeting adjourned at 12:35 p.m. 
 
Respectfully submitted: 
 
 

      
 __________________________________________ 

        Sandy Schumacher, Secretary 
 
 

      
 __________________________________________ 

        Richard Stavneak, Director 
 
 

      
 __________________________________________ 

             Senator Bob Burns, Chairman 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W.  Adams.  A full 
video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Steve Schimpp, Deputy Director 
 
SUBJECT: Department of Education – Review Proposed Transfer of Funds from Basic State Aid to 

the Structured English Immersion Fund under A.R.S. § 15-901.03. 
 
Request 
 
The Chairman is requesting the Committee’s consideration to transfer $646,300 from the Arizona 
Department of Education’s (ADE’s) FY 2009 appropriation for Basic State Aid to the Structured English 
Immersion Fund.  Any transfers from the Basic State Aid appropriation would require Committee review 
pursuant to A.R.S. § 15-901.03.   
 
Summary 
 
The Committee has at least the following options regarding the proposed transfer: 
 
1. A favorable review. 
 
2. A favorable review that also authorizes ADE to transfer up to 25% ($161,600) above the requested 

amount without additional Committee review if needed due to possible further SEI budget revisions 
for FY 2009.  

 
3. An unfavorable review. 
 
Analysis 
 
Laws 2008, Chapter 34 appropriated $40,653,800 to the Structured English Immersion Fund (SEI Fund) 
in FY 2009 in order to fully fund SEI costs that were verified by the Arizona Department of Education 
(ADE) pursuant to A.R.S. § 15-756.03, Subsection C.  Subsequently, however, ADE has increased its 
estimate of FY 2009 SEI costs by $646,300.  This change is due to amended FY 2009 SEI budget 
requests received from school districts and the restoration of federal impact aid monies that ADE now 
indicates should not have been deducted in prior calculations.  The federal impact aid adjustment adds 
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$916,900 to the prior ADE estimate, while budget amendments from districts collectively reduce it by 
$(270,500). 
 
In order to cover the additional $646,300 cost, a transfer of that amount from the General Fund 
appropriation for Basic State Aid for FY 2009 is being proposed.  The total General Fund appropriation 
for Basic State Aid for FY 2009 is approximately $3.6 billion, so the proposed transfer represents a very 
small percentage (less than 0.02%) of the Basic State Aid appropriation for the year.  Therefore, it would 
be unlikely to trigger a shortfall in Basic State Aid funding on its own for FY 2009.  In addition, the 
Basic State Aid program reverted more monies than expected for FY 2008, which suggests that it may 
experience lower than budgeted costs for FY 2009 as well.  Actual Basic State Aid costs for FY 2009, 
however, will depend on a number of other factors for which data are not currently available.  (On a 
related note, the Committee gave a favorable review at its August 12, 2008 meeting to a proposed transfer 
of $5 million from Basic State Aid to the Displaced and Disabled Voucher programs.)   
 
It is possible that SEI funding requirements for FY 2009 will be further revised in the future, as ADE 
continues to receive amended SEI budget requests from school districts for the current fiscal year.  
(Statute does not prescribe an ending date for submitting amended SEI budget requests.)  As a result, the 
Committee may wish to consider giving ADE some limited additional transfer authority for FY 2009 
above the $646,400 requested amount without the need for further Committee review in order to allow for 
contingencies.        
 
The SEI Fund was established by Laws 2006, Chapter 4 and funds school district and charter school costs 
for Structured English Immersion programs required by A.R.S. §15-752.  Structured English Immersion 
programs provide “an English language acquisition process for young children in which nearly all 
classroom instruction is in English, but with the curriculum and presentation designed for children who 
are learning the language” (A.R.S. § 15-751, paragraph 5).   
 
RS/SSC:sls 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Steve Schimpp, Deputy Director 
 
SUBJECT: Department of Education – Review of Joint Technological Education District 

Intergovernmental Agreements 
 
Request 
 
Pursuant to A.R.S. § 15-393, Subsection L, ten (of eleven) Joint Technological Education Districts 
(JTEDs) request Committee review of intergovernmental agreements (IGAs) that they have developed 
with their member school districts and affiliated community college districts.  This review requirement 
was instituted by Laws 2006, Chapter 341, which established a number of new accountability measures 
for JTEDs.      
 
Summary 
 
The JLBC Staff recommends a favorable review of the submitted IGAs. 
 
In addition, the JLBC Staff recommends that the Committee require JTEDs to: 
 
1. Submit to the Committee by December 30, 2008 any missing data in Attachment 3. 

 
2. Include in all subsequent IGA’s:   

-- non-supplanting worksheets pursuant to USFR Memo 219. 
-- subtotals for district, JTED and community college funding for each member district’s JTED 
 courses as a whole.  

 
Analysis 
 
Laws 2006, Chapter 341 instituted a number of new accountability measures for JTEDs, including a 
requirement that they establish formal contracts or agreements with their member school districts and 
affiliated community colleges by June 30, 2007.  Those agreements are to specify the respective duties 
and responsibilities of the JTEDs, their member school districts and affiliated community colleges.  The 
items that must be included in these agreements are listed in A.R.S. § 15-393, Subsection L, paragraphs 
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1-9 (see Attachment 1) and generally pertain to governance, curriculum and finance issues.  A.R.S. § 15-
393, Subsection L also requires JTEDs, their member districts and affiliated community college districts 
to submit their initial IGAs and subsequent IGA addendums to the JLBC for review by an unspecified 
date.  Nine of the eleven current JTEDs submitted first-time IGAs during the summer or fall of 2007 and 
one (the Western Maricopa Education Center [West-MEC]), submitted its first-time IGAs this past 
summer.  One remaining JTED, the Valley Academy for Career and Technological Education (VACTE), 
has not yet submitted its first-time IGAs.   Two of the nine JTEDs that submitted IGAs during the 
summer of 2007 also submitted revised IGAs in the summer of 2008.  They are the East Valley Institute 
of Technology (EVIT) and the Pima County JTED. 
 
Each submitted IGA typically consists of about 10 pages of “boilerplate” language dealing with 
governance, curriculum and finance issues followed by “exhibits” that provide additional information on 
course offerings and costs.  For larger school districts, the exhibits take up numerous pages due to the 
large number of Career and Technical Education (CTE) courses that they offer.  As a result, the IGAs 
submitted for JTEDs as a whole collectively consist of several hundreds of pages of documentation, so 
they are not attached.  They may, however, be viewed upon request.  
 
Some IGAs included a worksheet developed by the Auditor General that provides evidence that member 
districts are using JTED monies to supplement rather than supplant their own funding for CTE programs 
(Attachment 2).  Most IGAs, however, did not include this worksheet.  The JLBC Staff recommends that 
the Committee require subsequent IGAs to include the worksheet, however, since the supplanting issue 
historically has been a subject of much legislative interest regarding JTEDs.   
 
Another key area of legislative interest for JTEDs historically has been the sources of funding for JTED 
“satellite” courses, which are CTE courses that are offered at member districts’ high schools rather than at 
a JTED main campus.    In that regard, Attachment 3 indicates that the member districts themselves 
provide between 50% and 80% of funding for “satellite” courses and that JTEDs provide the remaining 
20% to 50%.  One JTED, NAVIT, also reports that community colleges provide 13% of its funding.  In 
these figures, “district” funding represents monies that member districts generate on their own from 
Average Daily Membership (ADM) counts in their CTE courses.  “JTED” funding represents monies that 
JTEDs also generate from those same students and pass back to the member district.   
 
The statistics cited in Attachment 3 were not provided in summary form in many of the submitted IGAs 
and therefore had to be summed manually.  This was very time-consuming due to the large number of 
CTE courses offered by some JTEDs.  The JLBC Staff recommends that the Committee require future 
IGAs to report for their JTED courses as a whole the grand total amount of funding that they receive from 
district, JTED and community college sources (i.e., the same summary-level information appearing in 
Attachment 3).   
 
RS/SSc:sls 
Attachments 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Steve Schimpp, Deputy Director 
 
SUBJECT: Department of Education – Report of Plan to Fund AIMS Study Guides with 

Achievement Testing Monies 
 
Request 
 
Pursuant to a footnote in the General Appropriation Act, the Arizona Department of Education (ADE) is 
reporting its plan to spend $1 million in surplus Proposition 301 monies for Achievement Testing on AIMS 
study guides in FY 2009.   
 
Recommendation 
 
This item is for information only and no Committee action is required.  
 
Analysis 
 
A footnote in the General Appropriation Act states that “Before making any changes to the Achievement 
Testing program that will increase program costs, the State Board of Education shall report the estimated fiscal 
impact of those changes to the Joint Legislative Budget Committee.”  In recognition of this footnote, ADE has 
submitted to the Committee a report of its plan to use $1 million in surplus Proposition 301 monies from 
FY 2008 to fund the cost of AIMS study guides in FY 2009.   
 
Background 
 
In August 2006, ADE awarded a contract to McGraw-Hill to provide Arizona with AIMS Study Guides for 
FY 2007 and FY 2008.  At the time, substantial surpluses were accumulating in the Failing Schools Tutoring 
Fund established by Proposition 301 and it was envisioned that the Fund would cover costs of the study 
guides.  Subsequently, however, tutoring caseloads increased dramatically and the Fund was not able to pay for 
both tutoring costs and AIMS Study Guides.  As a result, ADE reported to the Committee in May 2007 its 
intent to use $3.6 million in surplus Achievement Testing monies to pay for AIMS Study Guides for FY 2008.  
The Committee gave a favorable review to that report.  AIMS study guides, therefore, were funded with a 
combination of Failing Schools Tutoring Fund and Achievement Testing monies for FY 2007 and FY 2008. 
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FY 2009 Costs 
 
For FY 2009, ADE plans to continue to provide AIMS Study Guides, but only to 11th graders in order to cut 
costs.  (Previously study guides also were provided to 12th graders who had not yet passed AIMS and to 9th 
graders who had failed the 8th grade AIMS test.)  The estimated cost of study guides for FY 2009 is $1 million.  
ADE again plans to cover this cost with surplus Proposition 301 monies, which come from a $3.2 million 
annual appropriation of Proposition 301 monies to the Achievement Testing program pursuant to A.R.S. § 42-
5029(E)(7).  ADE indicates that it carried forward approximately $1.8 million in Proposition 301 monies for 
Achievement Testing from FY 2008 (see Attachment 1).  If not used for AIMS Study Guides, the $1.8 million 
probably would be carried forward into FY 2010.  Alternatively, it could be used to help defray General Fund 
costs for Achievement Testing for FY 2009.   
 
Related Issue 
 
On a related note, ADE has recently issued an update regarding changes in AIMS contract costs for FY 2009 
for items other than AIMS study guides.  In that report, ADE indicates that recently-signed contract 
modifications will increase AIMS costs by approximately $1 million for FY 2009.  This includes 
approximately $0.7 million for higher caseloads than were assumed in the original AIMS contract and $0.4 
million for higher page counts per test due to past design changes.  The $1 million increase should not affect 
the AIMS study guide funding plan described above as it was already factored in.   
 
RS/SSC:sls 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Jay Chilton, Fiscal Analyst 
 
SUBJECT: Department of Economic Security – Review of Requested Transfer of Appropriations and 

Report on Additional Domestic Violence Shelter Fund and Child Support Enforcement 
Administration Fund Spending 

 
Request 
 
Pursuant to FY 2009 General Appropriation Act footnotes, the Department of Economic Security (DES) 
requests that the Committee review a transfer of funding involving the Day Care Subsidy Special Line 
Item (SLI), the Temporary Assistance for Needy Families (TANF) Cash Benefits SLI, and the Tribal 
Pass-Through Funding SLI.  Pursuant to additional General Appropriation Act footnotes, DES is also 
reporting the intended use of additional revenue for the Domestic Violence Shelter Fund and state share 
of retained earnings, fees, and federal incentives for Child Support Enforcement. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the 2 transfer requests.  The 
maintenance of effort transfer does not change the total dollar amounts available for the Day Care 
Subsidy SLI and the TANF Cash Benefits SLI and will only change the fund allocation between the 2 line 
items.  The transfer will enable DES to comply with technical federal requirements associated with the 
receipt of $40 million in additional TANF funding in FY 2009.  The Tribal Pass-Through transfer shifts 
General Fund dollars from the TANF Cash Benefits SLI to the Tribal Pass-Through SLI to pass funding 
that has historically been spent in support of the San Carlos Apache Tribe through directly to the Tribe, as 
it now operates its own TANF Program.   
 
The other 2 items do not require Committee review and no Committee action is required. 
 
Analysis 
 
Maintenance of Effort Transfer 
DES currently receives $226.6 million in TANF Block Grant funding from the federal government each 
year.  These monies are spent for a variety of purposes throughout the agency.  One of the conditions for 
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receiving this money is that DES must expend at least a minimum amount of state money on qualifying 
programs.  This is known as maintenance of effort (MOE).  Qualifying programs are those that assist 
needy families so that children can be cared for in their own homes and that reduce the dependency of 
needy parents by promoting job preparation, work, and marriage.  Historically, the majority of state MOE 
spending has been in the TANF Cash Benefits program and in the Child Care program.   
 
For FY 2009, DES received an additional $40 million from the TANF Contingency Fund, which is set 
aside by the federal government for states meeting certain requirements such as caseload increases.  
According to federal law, expenditures made for child care services can no longer be counted toward the 
state’s MOE when a state qualifies for and receives TANF Contingency Fund dollars.  Because of this 
restriction, DES proposes a General Fund appropriation transfer of $58,000,000 from the Day Care 
Subsidy SLI to the TANF Cash Benefits SLI.  DES would then make a corresponding $58,000,000 
transfer of TANF Block Grant monies from the TANF Cash Benefits SLI to the Day Care Subsidy SLI.  
Moving the General Fund dollars from the Day Care Subsidy SLI to the TANF Cash Benefits SLI will 
enable DES to count them toward the state’s MOE in FY 2009 and will allow DES to qualify to receive 
the TANF Contingency dollars.  This transfer does not change the total funding in either program. 
 
DES received $30 million in TANF Contingency Fund money in FY 2008, and the Committee favorably 
reviewed a similar transfer of $45.3 million in April of this year after that money was appropriated as 
supplemental funding in the FY 2008 budget revisions. 
 
Tribal Pass-Through Transfer 
DES also requests review of a transfer of $793,600 General Fund from the TANF Cash Benefits SLI to 
the Tribal Pass-Through SLI.  Beginning May 1, 2008, the San Carlos Apache Tribe began operating its 
own TANF program.  This transfer will shift the state funding that has historically been expended in 
support of the Tribe by the agency directly to the Tribe, enabling the Tribe to meet its MOE requirement.  
While this transfer would decrease the General Fund total for the TANF Cash Benefits SLI, the amount of 
the decrease would only be the amount that was already spent in support of the San Carlos Apache Tribe, 
and the transfer would result in no net change in the agency’s General Fund spending. 
  
Domestic Violence Shelter Fund 
The General Appropriation Act appropriates all Domestic Violence Shelter Fund monies above $1.7 
million to DES for the Domestic Violence Prevention SLI and requires DES to report the intended use of 
the monies to the Committee.  The Criminal Justice Budget Reconciliation Bill (Laws 2008, Chapter 286) 
increased a number of court fees, some of which are deposited into the Domestic Violence Shelter Fund.  
DES estimates that these increased fees will generate an additional $700,000 in revenue in FY 2009.  
DES proposes to use that increased revenue to increase spending from the Domestic Violence Shelter 
Fund and to correspondingly decrease General Fund spending in that program as part of the 
implementation of the agency’s $5.25 million lump sum reduction. 
 
Division of Child Support Enforcement 
The General Appropriation Act appropriates all Child Support Enforcement Administration (CSEA) Fund 
receipts above $15.2 million for the Division of Child Support Enforcement (DCSE) operating 
expenditures and requires DES to report the intended use of the monies to the Committee.  In FY 2009, 
DES is planning to recognize occupancy costs within the divisions in which they are incurred rather than 
all within the Administration Division.  As a result, DES intends to use $1 million from the CSEA Fund 
along with related federal expenditure authority in order to fund occupancy costs in DCSE.  This item 
does not represent an increase in funding for DES overall, but simply a shift of the spending for 
occupancy from the Administration Division, where CSEA funds are non-appropriated, to DCSE, where 
they must be appropriated. 
 
RS/JC:ss 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Dan Hunting, Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration – Review of Risk Management Deductible 
 
Request 
 
Deductible amounts charged to agencies for property, liability, or workers' compensation losses are 
subject to annual review in accordance with A.R.S. § 41-621.  The Arizona Department of Administration 
(ADOA) recommends a continuation of the current $10,000 deductible, and requests Committee review 
of this request.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the $10,000 deductible 
amount. 
 
Analysis 
 
A.R.S. § 41-621 provides that the ADOA Director may impose deductibles of up to $10,000 per risk 
management loss on state agencies.  Such deductible amounts are subject to annual review by the Joint 
Legislative Budget Committee (JLBC).   
 
ADOA may charge a $10,000 deductible for each claim of $150,000 or more unless the agency 
implements an ADOA approved plan to limit or eliminate similar future losses.  ADOA may also impose 
the deductible in cases where there have been a significant violation of agency policy and procedures.  
ADOA maintains the right to waive any deductible for just cause or in the best interests of the state.  
ADOA assesses this deductible early in the claim process, rather than waiting until a final settlement has 
been established.  Actual payment of the deductible is deferred until the final settlement has been reached. 
 
Prior to FY 2007, ADOA had never imposed the deductable.  Since then, there have only been 2 cases 
where the deductible was assessed, 1 in FY 2007 and 1 in FY 2008.  In both instances the Department of 
Economic Security paid the deductible for Child Protective Services cases in which the agency failed to 
follow policies and practices. 
 
RS/DH:ck 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Art Smith, Fiscal Analyst 
 
SUBJECT: Department of Health Services – Review of Children’s Rehabilitative Services Capitation 

Rate Changes 
 
Request 
 
Pursuant to a footnote in the General Appropriation Act, the Department of Health Services (DHS) is 
required to present an expenditure plan to the Committee for its review prior to implementing any change 
in capitation rates for the Title XIX Children’s Rehabilitative Services (CRS) program.  Excluding the 
administrative component, the proposed changes would save the General Fund $1,378,300 from the 
FY 2009 budgeted amount.  The weighted capitation rate change is 14.9% above FY 2008.  In 
comparison, the budget assumed a 20.9% capitation rate increase, excluding administration. 
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review, as the CRS capitation rates are within the FY 2009 budgeted amount. 
 
2. An unfavorable review.
 
Under either option, JLBC Staff recommends that the Committee require that any capitation rate savings 
be reverted and not transferred for program expansions or to offset lump sum reductions. 
 
Analysis 
 
The proposed rates are based upon an actuarial study, which is required by the federal government.  
A.R.S. § 36-2901.06 limits capitation rate adjustments to utilization and inflation unless those changes are 
approved by the Legislature or are specifically required by federal law or court mandate.  The proposed 
changes do meet the guidelines outlined in statute. 
 
The CRS program provides services for children with chronic and disabling or potentially disabling 
conditions.  The contractor is reimbursed using a per-member/per-month (PM/PM) capitation rate that 
includes a high, medium and low tier, which represent varying degrees of medical acuity.  Attachment 1 
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displays the FY 2009 budgeted and proposed rates by medical acuity and details the changes from 
FY 2008. 
 
The capitation rates include adjustments for shifting some Children’s Rehabilitative Services costs from 
AHCCCS to DHS as well as other adjustments.
 
AHCCCS Cost Shift 
 
AHCCCS is shifting the responsibility for payment of specific services to the Children’s Rehabilitative 
Services (CRS) contractor when those services are directly related to a member’s CRS condition.  
AHCCCS has stated that the shift would result in $(341,200) in its General Fund savings.  It would be 
expected that there would be a corresponding increase in General Fund costs to CRS of $341,200.  JLBC 
Staff has concluded from data provided by DHS that General Fund costs could be as high $639,300; 
however, AHCCCS states that Biotech Drugs should have been excluded from the CRS actuarial 
estimates.  Exclusion of Biotech Drugs would result in a General Fund cost of $412,200. 
 
• Medical Devices:  Beginning October 1, 2008 coverage of cochlear implants and wheelchairs related 

to CRS eligible conditions will be transferred from AHCCCS to CRS.  The General Fund cost of this 
change is $242,000. 

• Emergency Services:  Beginning in FY 2009, CRS switched from using 4 contractors to provide 
services in the 4 designated regions of Phoenix, Tucson, Flagstaff and Yuma, to 1 contractor that will 
subcontract to provide services in all 4 regions.  As a result of this change, the contractor will have an 
expanded hospital network compared to previous contractors.  Effective October 1, 2008, the 
contractor will be financially responsible for coverage of related emergency services in those facilities 
that were previously covered by AHCCCS non-CRS contractors.  This reflects an estimated General 
Fund cost of $157,100.  

• CRS Related Conditions:  Beginning October 1, 2008, coverage of conditions related to or caused by 
CRS conditions such as diabetes resulting from cystic fibrosis and complications caused by cerebral 
palsy will be transferred from AHCCCS to CRS.  The General Fund impact of this change is $13,100.  

• Biotech Drugs:  AHCCCS will transfer coverage of certain high cost drugs to CRS in FY 2009.  
These changes are expected to increase the capitation rates by $227,100 in General Fund monies.  

 
CRS Adjustments 
 
• Completion of Omissions:  As part of an annual AHCCCS study, it was found that there were some 

instances where CRS services were provided, but due to incomplete documentation, records of these 
services were not included in the base data used to calculate the capitation rates for the FY 2009 
budgeted amount.  This base adjustment to the capitation rate reflects a General Fund cost of 
$505,400. 

• Non-Encounterable Costs:  Non-encounterable costs are considered medical costs that are not 
factored into the base data actuaries used to calculate capitation rates.  These costs could include 
expenses incurred by social workers and interpreters, care coordination activities, and member/family 
education.  This adjustment is a General Fund increase of $154,900. 

• New Drug:  A new drug for the treatment of Phenylketonuria, which is a genetic disorder that can 
lead to developmental disabilities, was approved by the FDA in 2007.  This drug is estimated to have 
a total impact of $72,800 in General Fund monies. 

• CRS Administration:  A weighted 8.7% DHS-CRS administrative component was applied to the 
capitation rate for DHS-related expenses, but the FY 2009 budget amount includes a 10.0% 
administrative component, the amount budgeted for FY 2008.  Administrative costs are backed out 
when calculating the cost of service delivery to this population.  The General Fund cost of the new 
administrative rate is $388,300 above the cost of the budgeted administrative rate. 

 
RS/AS:sls 
Attachment 
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Proposed Monthly CRS Monthly Capitation Rate Changes, FY 2009 

 
 FY 2008 

Actual Rate 1/ 
FY 2009  

Budgeted Rate 2/ 
FY 2009 

Proposed Rate 2/ 
FY 2009 Change 
Above FY 2008 

Anticipated State 
Match Savings 3/ 

      

Phoenix $359.48 $396.38 $376.65 4.78% (903,000) 
      
Tucson 322.76 396.38 376.65 16.70% (291,500) 
      
Flagstaff 214.96 396.38 376.65 75.22% (130,200) 
      
Yuma 193.64 396.38 376.65 94.51% (53,600) 

      
 Total    14.9% 4/ (1,378,300) 
____________ 
1/ In FY 2008, there were 4 contractors, 1 contractor per region, which charged different capitation rates.  These rates represent the average cost of 
 providing services for high, medium and low risk groups in each region. 
2/ Reflects one quarter of at “stub” period rates and three quarters at CY 2009 rates.  For comparison purposes with single budgeted rate, reflects blending 
 rates for high, medium, and low risk services.  Beginning on October 1, 2008, CRS no longer uses 1 contactor per region, but uses 1 contractor that will 
 serve all 4 regions.  The result of this change is a uniform weighted statewide capitation rate, although the cost of service provision may still vary by 
 region. 
3/ Represents rates for services only.  The administrative components of the rates are not shown here. 
4/ Represents change from FY 2008 Actual Rate to FY 2009 Proposed Rate. 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Amy Upston, Senior Fiscal Analyst 
 
SUBJECT: AHCCCS – Review of Proposed Acute Care and ALTCS Capitation Rate Changes -- 

Agency Request (Information Only) 
 
Request  
 
Pursuant to a footnote in the General Appropriation Act, the Arizona Health Care Cost Containment 
System (AHCCCS) is required to report capitation and fee-for-service inflationary rate changes with a 
budgetary impact to the Committee for review prior to implementation. 
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, the Committee has at least the following 2 options. 
 
1. A favorable review of the proposed changes as the proposed rates are a combination of actuarial 

inflation adjustments and legislatively authorized policy changes.   
 
2. An unfavorable review of the proposed changes as the proposed increases are higher than budgeted. 
 
The proposed rates would cost $34.4 million more from the General Fund than budgeted in FY 2009, 
assuming budgeted caseloads.  The $34.4 million unbudgeted cost represents a shortfall of $27.6 million 
in Acute Care and a $6.8 million shortfall in the Long-Term Care program.   
 
Analysis 
 
Acute Care 
This population represents members who participate in the Traditional Medicaid, Proposition 204, and 
KidsCare and KidsCare Parents programs. 
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In FY 2009, the approved Acute Care budget estimated capitation rate growth at 6.0%.  AHCCCS states 
that the increase in the contract year ending (CYE) in 2009 will be higher at 8.7%.  Based on enrollment 
projections used in developing the FY 2009 appropriation, this would cost $27.6 million more than 
budgeted from the General Fund ($68.3 million in Total Funds).  Table 1, at the end of this memo, shows 
the proposed capitation rates for each patient group. 
 
Relative to the enacted budget, the $27.6 million in proposed changes include an additional increase of 
$18.6 million for trends in service utilization and medical inflation, a $15 million increase in reinsurance, 
and $(6) million in greater than expected savings from policy changes.  For CYE 2009, AHCCCS reports 
anticipated increases across all populations with the exception of those eligible for both SSI and 
Medicare.   
 
AHCCCS estimates that changes in the reinsurance policy will have a first-year impact on their budget of 
$15 million.  Reinsurance represents payments made to health plans for patients with unusually high 
costs.  After a certain deductible has been met, AHCCCS will pay 75%-85% of the cost of service until it 
reaches $650,000.  After this level, AHCCCS will pay 100% of the cost.   
 
For CYE 2009, one of the largest health plans has elected to increase their deductible from $20,000 to 
$35,000.  There is a relationship between capitation rates and deductibles.  When health plans are willing 
to take on higher deductibles, they are compensated with higher capitation rates.   
 
The higher capitation rates and lower reinsurance costs should be cost neutral overall, but some of the 
reinsurance savings will not be realized until FY 2010 or FY 2011 due to the lag in encounter 
submissions from the health plans.  AHCCCS estimates that this change will result in a net General Fund 
cost of $15.0 million in FY 2009, and a savings of $(14.8) million in FY 2010 and $(0.2) million in 
FY 2011.  
 
Policy Changes 
A.R.S. § 36-2901.06 limits capitation rate adjustments to utilization and inflation unless those changes are 
approved by the Legislature or are specifically required by federal law or court mandate.  In addition to 
standard adjustments for utilization and medical inflation trends, the following program changes have 
been incorporated into the capitation rates: 
 
• Hospice Services – Legislation passed in 2007 allowed AHCCCS to cover hospice services for Acute 

Care members.  AHCCCS estimates the cost of providing hospice services is $1,023,600 from the 
General Fund ($3,000,000 in Total Funds) on a full-year basis.  The FY 2009 budget did not include 
additional costs for hospice services, and it does not appear that AHCCCS offset this cost by taking 
savings elsewhere.   

• HPV Vaccine – Federal law requires that AHCCCS cover the cost of the human papillomavirus 
(HPV) vaccine for female AHCCCS members under age 21 who elect to receive the vaccine.  The 
cost for providing the vaccine to AHCCCS members under age 19 is paid by the Department of 
Health Services.  AHCCCS includes $324,100 from the General Fund to provide the vaccine to newly 
enrolled female AHCCCS members ages 21-26.  The FY 2009 budget had included $183,800 from 
the General Fund for this purpose.   

• Outlier Methodology Revision – The FY 2008 budget directed AHCCCS to revise the methodology 
used to pay hospital claims with significantly high operating costs known as “outliers.”  These claims 
are paid by applying a cost-to-charge ratio that is used to approximate the hospital’s actual cost of 
providing the services.  FY 2009 begins the second year of a 3-year phase in for the revised 
methodology.  This revision led to an AHCCCS-estimated General Fund savings of $(12,264,400) in 
FY 2009.  The FY 2009 budget had assumed savings of $(5.7) million for this revision.  

• Hospital Reimbursement Rates – The Health and Welfare Budget Reconciliation Bill prohibited 
increases in specific hospital reimbursement rates for FY 2009.  This policy leads to an AHCCCS-
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estimated General Fund savings of $(11,259,600).  The FY 2009 budget had assumed savings of 
$(11.8) million for this purpose.   

• Children’s Rehabilitative Services – AHCCCS is shifting the responsibility for payment of specific 
services to the Children’s Rehabilitative Services (CRS) contractor when those services are directly 
related to a member’s CRS condition.  This will result in a General Fund savings of approximately 
$(341,200) in the AHCCCS capitation rates.  This should have a corresponding increase of the same 
amount in the CRS capitation rates, but CRS has incorporated $412,200 into their budget for 
providing these services.  The FY 2009 budget did not include this savings. 

 
Long-Term Care (ALTCS) 
ALTCS services are provided to the elderly and physically disabled in need of long-term care either in 
nursing care facilities or in home and community-based settings. 
 
The approved FY 2009 budget provided for a (2.2)% capitation rate decrease.  Based on enrollment 
projections used in developing the FY 2009 appropriation, this proposed increase would cost $6.8 million 
more than budgeted from the General Fund and $5.3 million more from counties ($35.5 million in Total 
Funds). 
 
Policy Changes 
The primary policy changes in ALTCS capitation rates result from providing preventive adult dental 
services and hospital reimbursement rates.   
 
• Non-Emergency Dental Services – Legislation signed into law in 2007 required AHCCCS to provide 

non-emergency (basic and preventive) dental services for ALTCS adults up to $1,000 annually.  The 
FY 2009 budget did not renew this provision, thus providing an AHCCCS-estimated General Fund 
savings of approximately $(1,463,700).  The budget had assumed savings of $(1.7) million for adult 
dental services.  

• Hospital Reimbursement Rates – The Health and Welfare Budget Reconciliation Bill prohibited 
increases in specific hospital reimbursement rates for FY 2009.  This policy leads to an AHCCCS-
estimated General Fund savings of $(1,023,600).  The FY 2009 budget had assumed savings of 
$(700,100) for this purpose.   

 
The capitation rate change also includes small adjustments for the outlier methodology revision and 
shifting services to CRS.    
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Table 1 

Monthly Regular Capitation Rates 
     

Populations 
Current 

CYE 08 Rate 
Budgeted 

CYE 09 Rate 
Proposed 

CYE 09 Rate 
CYE 08-CYE 09

% Change 
     

Traditional Medicaid/KidsCare     
Age<1 $    525.88 $ 564.90 $ 534.00 1.5% 
Age 1 – 13 109.66 115.52 110.07 0.4 
Age 14 - 44 (Female only) 218.18 229.05 244.07 11.9 
Age 14 - 44 (Male only) 144.89 152.90 149.94 3.5 
Age 45+ 387.95 407.77 407.54 5.0 
SSI with Medicare 161.35 170.44 156.71 (2.9) 
SSI without Medicare 698.12 735.23 733.28 5.0 
Family Planning 18.38 19.48 19.03 3.5 
Deliveries 6,583.36 6,978.36 6,635.02 0.8 
     

Title XIX Waiver Group     
Prop 204 – Conversions $    503.67 518.78 618.41 22.8% 
Prop 204 - Medically Eligible 1,194.14 1,178.43 2526.15 111.5 
Prop 204 - Newly Eligible 499.69 518.78 618.41 23.8 
Hospital “Kick” Payment 10,858.49 11,510.00 0.00 (100.0) 
     

Acute Care Weighted Average    8.7% 
     

ALTCS     
Statewide Average Rate $3,206.95 $3,137.41 $3,288.72 2.5% 

 
RS/AU:ss 
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: Arizona Board of Regents – Review of FY 2009 Tuition Revenues -- Agency Request 

(Information Only) 
 
 
Request 
 
The Arizona Board of Regents (ABOR) requests Committee review of its expenditure plan for tuition 
revenue amounts greater than the amounts appropriated by the Legislature and all retained tuition and fee 
revenue expenditures for the current fiscal year.   
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this 
meeting.  The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 
budget shortfall and whether the funding associated with this particular agenda item could be part of the 
solution.    
 
At the time the vote is taken, the Committee has at least the following 2 options. 
 
1. A favorable review. 
 
2. An unfavorable review.  The additional tuition revenues may be needed to offset any university 

reductions to reduce the FY 2009 budget shortfall. 
 
In total, appropriated FY 2009 tuition collections are estimated to be $538.1 million.  This amount is 
$69.7 million above FY 2008 and $56.7 million above the original FY 2009 budget.  The universities plan 
on using the additional $56.7 million in their operating budgets to cover inflationary increases and 
miscellaneous academic and support planning priorities.   
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Non-appropriated, locally retained tuition and fees for FY 2009 are estimated at $391.4 million, $32.0 
million higher than FY 2008.  Of the $391.4 million, $251.3 million, or 64%, is dedicated to scholarships, 
fellowships, and financial aid.  Statute allows the universities to retain a portion of tuition collections for 
expenditures, as approved by ABOR.  These “locally” retained tuition monies are considered non-
appropriated.  Any remaining tuition collections are then submitted as part of each university’s operating 
budget request and are available for appropriation by the Legislature.  
 
Analysis 

Appropriated Tuition 
Table 1 shows ABOR changes to resident and non-resident undergraduate tuition from FY 2008 to 
FY 2009.  ABOR policy is to set undergraduate resident tuition at the top of the bottom one-third of all 
senior public universities.   
 

Table 1 
Arizona University System 

FY 2008 to FY 2009 Undergraduate Tuition and Fees Changes 1/ 
          

 Resident  Non-Resident 
 FY 2008 FY 2009 $ Change % Change  FY 2008 FY 2009 $ Change % Change 

ASU-Main $4,969 $5,313 2/ $344 6.9% $17,001 $17,947 $946 5.6% 
ASU-East/West 4,766 5,099 2/ 333 7.0% 16,999 17,945 946 5.6% 
NAU 4,841 5,217 2/ 376 7.8% 14,495 15,546 1,051 7.3% 
NAU-Distance Ed. 4,623 4,850 227 4.9% 7,008 7,493 485 6.9% 
UofA-Main/HSC 5,037 5,531 494 9.8% 16,271 18,665 2,394 14.7% 
UofA–South 4,461 4,804 343 7.7% 16,216 18,609 2,393 14.8% 
____________          
1/ The amounts represent combined full-time tuition for fall and spring semesters, as well as mandatory fees.  Undergraduates must take at least 

12 credit hours to qualify for full-time status.  Mandatory fees include AFAT and student recreation charges, but do not include special class or 
program fees. 

2/ These amounts represent tuition and fees for continuing students enrolled prior to fall 2008.  For students starting in the fall of 2008, the 
following tuition and fees will be charged: ASU Main Resident - $5,659, ASU East & West Resident - $5,659, NAU Flagstaff Resident - 
$5,446, and NAU Flagstaff Non-Resident - $16,544. 

 
Table 2 displays FY 2008 and FY 2009 appropriations by fund for the Arizona University System.  The 
FY 2009 budget includes $481.4 million in tuition, which reflects tuition growth from new students, but 
not tuition rate increases.  The higher tuition rates generated $56.7 million more than budgeted, for a total 
of $538.1 million. 
 

Table 2 
Arizona University System 

FY 2008 and FY 2009 Appropriations (in millions) 
 

FY 2008 
FY 2009 Before 
Tuition Increase 

FY 2009 After 
Tuition Increase 

General Fund $1,121.1  $1,080.4 $1,080.4  
Collections Fund     468.4     481.4      538.1 
   Total $1,589.5 $1,561.8 $1,618.5 

 
Table 3 presents FY 2009 appropriations estimates of ABOR’s FY 2009 All Funds Operating Budget 
Report and resulting additional tuition revenues by campus.  Of the $56.7 million in additional tuition, 
ASU received $29.0 million, U of A $26.8 million, and NAU $900,000.  The $900,000 additional tuition 
amount for NAU is substantially lower than expected, given the tuition rate increases shown for NAU in 
Table 1.  While ABOR indicates that this may be due to differences in how NAU has projected its 
enrollment and overall collections for FY 2009, we have asked NAU for a more thorough explanation.  
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Table 3 
Arizona University System 

FY 2009 Appropriations and Additional Tuition Revenues by Campus 

Campus 
FY 2009 

Appropriation 
FY 2009 All Funds 
Operating Budget Additional Tuition 

ASU-Main $236,073,700 $260,679,000 $24,605,300 
ASU-East 25,151,200 27,120,200 1,969,000 
ASU-West 25,092,500 27,573,200 2,480,700 
NAU 51,739,600 52,620,500 880,900 
UofA-Main 129,244,900 153,532,100 24,287,200 
UofA-Health Sciences Center    14,063,000    16,543,500    2,480,500 
   Total $481,364,900 $538,068,500 $56,703,600 

 
Table 4 provides some information on the uses of additional appropriated tuition revenues by university.  
Attached, ABOR has provided further detail.
 

Table 4   
Arizona University System 

Use of Additional Appropriated Tuition Revenues by Campus 
  $ in Millions 
ASU Faculty Salary Progression and Promotion $  1.1 
 Faculty and Staff Salary Compression and Retention 1.0 
 Enrollment Growth Allocations and Investments 8.3 
 College/School Support from Special Program Fees 2.0 
 Faculty and Staff Hiring to improve Student Retention 2.0 
 Student Retention Tracking Systems Enhancements 0.1 
 University Technology Enhancements 1.3 
 Marketing and Communication Student Support 0.9 
 Transfer Student Admissions Support 0.6 
 Base Utilities Rate/Usage Increases 1.9 
 Employee Related Expenses Rate and Premium Increase  3.1 
 New Downtown Phoenix Campus Facilities Operations and Maintenance 1.5 
 Operations and Maintenance of New Polytechnic Facilities 1.3 
 University Technology Office Support from Incremental Fee 3.2 
 Environmental Health and Safety 0.5 
 Public Safety     0.2 
  Total  $29.1 
   

NAU Employee Related Expenses $  0.9 
   

UofA Additional Outreach Programs $  4.4 
 Hiring, Retention, and Faculty Commitments 3.9 
 General Education Support 3.9 
 Support to Colleges from Differential Tuition Revenue 1.2 
 22:1 Enrollment Growth Adjustments 0.6 
 College of Medicine Phoenix Campus 0.7 
 College of Medicine Tucson Campus 0.3 
 Law College Faculty Commitment 0.2 
 Honors College Instructional Support 0.2 
 Telescope Directorate 0.7 
 Campus Diversity Initiative and Advising 1.3 
 Health Benefit Rate Increases 2.3 
 Utility Rate Increases 2.2 
 Operation and Maintenance 1.8 
 Vice President Health Affairs 1.0 
 Enterprise System Replacement Project 1.0 
 Banking Services 0.7 
 Office of External Relations    0.3 
  Total  $26.7 
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Locally Retained Tuition and Fees Report 
Systemwide, locally retained tuition and fees total $391.4 million in FY 2009, which is an increase of 
$32.0 million above FY 2008 budgeted amounts.  Table 5 shows that $26.7 million of the increase is 
allocated to financial aid; $4.0 million is allocated to the debt service payments, and $2.0 million is 
allocated to Plant Fund expenditures.  Funding was reduced for Designated Funds by $(0.5) million and 
$(0.2) million for Auxiliary Funds.  Auxiliary Funds consist of monies collected from sales and services 
from substantially self-supporting activities such as residence halls, whereas Designated Funds consist of 
tuition and fees retained by the universities, summer session fees, administrative costs of student aid, and 
unrestricted gifts.   
 

Table 5    
Arizona University System 

Locally Retained Tuition and Fees 
    

 FY 2008 FY 2009 FY 2009 Change 
Designated    
ASU-Main $11,604,300  $12,959,700  $1,355,400 
ASU- East 1,382,900 1,394,700 11,800 
ASU-West 189,000  189,000  - 
NAU 3,286,900  4,963,500 1,676,600 
UofA 17,972,500  14,385,300 (3,587,200) 
Designated Subtotal $34,435,600  $33,892,200  $ (543,400) 
    
Auxiliary    
ASU-Main $ 2,516,300  $ 2,516,300  - 
ASU- East - - - 
ASU-West - - - 
NAU 2,194,900  2,248,900 $   54,000 
UofA  7,129,000   6,909,600 (219,400) 
Auxiliary Subtotal $11,840,200 $11,674,800 $(165,400) 
    
Financial Aid    
ASU-Main $ 98,250,700  $102,699,600 $ 4,448,900 
ASU- East 4,443,100  6,371,500 1,928,400 
ASU-West 8,430,500 14,704,300 6,273,800 
NAU 28,934,900  30,711,800 1,776,900 
UofA  84,550,900  96,851,200 12,300,300 
Financial Aid Subtotal $224,610,100 $251,338,400 $26,728,300 
    
Debt Service $    73,968,000 $    77,989,400 $  4,021,400 
Plant Fund    14,459,800    16,459,800    2,000,000 
     
     Total $359,313,700  $391,354,600  $32,040,900  
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DATE:  September 25, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Principal Fiscal Analyst 
 
SUBJECT: JLBC Staff – Index for School Facilities Board Construction Costs -- Agency Request 

(Information Only)  
 
Request 
 
A.R.S. § 15-2041D.3.c requires that the cost-per-square-foot factors used in the School Facilities Board (SFB) 
building renewal and new school construction financing “shall be adjusted annually for construction market 
considerations based on an index identified or developed by the Joint Legislative Budget Committee (JLBC) as 
necessary but not less than once each year.”   
 
The SFB Staff is requesting that the Committee approve an adjustment for FY 2009 based on an average of 2 
Phoenix Metropolitan marketplace indices developed by a project management firm and a construction-
consulting group.   
 
Recommendation 
 
The Chairman has scheduled this item for information only and does not plan to take a vote at this meeting.  
The Chairman is seeking further information on the Governor’s plans to resolve the FY 2009 budget shortfall 
and whether the funding associated with this particular agenda item could be part of the solution.    
 
At the time the vote is taken, the Committee has at least the following 4 options (options 2 and 4 exclude the 
implementation of Full-Day Kindergarten as it is only becoming effective with the FY 2009 budget): 
 
1. Approve a 5.14% increase in the cost-per-square-foot factors as requested by SFB Staff.  Approving this 

adjustment may generate $392,200 in FY 2009 new construction costs and $17.0 million in additional 
costs through FY 2013.  The SFB requested percentage is based on Phoenix-area construction costs in the 
last year.  The adjustment would increase the building renewal formula cost by $11.1 million in FY 2010.  
Formula increases, however, do not occur automatically and are subject to legislative appropriation.   

 
2. Approve a 5.14% increase in the cost-per-square-foot factors excluding the implementation of Full-Day 

Kindergarten (FDK) capital costs.  Approving this adjustment may generate $9.1 million in additional 
costs from FY 2010 through FY 2013.  This option would not generate additional FY 2009 costs since 
FDK capital costs would not be implemented.  The adjustment would increase the building renewal 
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formula cost by $11.1 million in FY 2010.  Formula increases, however, do not occur automatically and 
are subject to legislative appropriation. 
 

3. Approve a 1.98% increase in the cost-per-square-foot factors, which is based on general inflation as 
measured by the Gross Domestic Product implicit price deflator (GDP deflator) in the last year.  
Approving this adjustment may generate $151,100 in FY 2009 new construction costs and $6.5 million in 
additional costs through FY 2013.  The adjustment would increase the building renewal formula cost by 
$4.3 million in FY 2010.  Formula increases, however, do not occur automatically and are subject to 
legislative appropriation. 

 
4. Approve a 1.98% increase in the cost-per-square-foot factors excluding the implementation of FDK capital 

costs.  Approving this adjustment may generate an additional $3.5 million in additional costs from FY 
2010 through FY 2013.  This option would not generate additional FY 2009 since FDK capital costs 
would not be implemented.  The adjustment would increase the building renewal formula cost by $4.3 
million in FY 2010.  Formula increases, however, do not occur automatically and are subject to legislative 
appropriation. 

 
Table 1 lists the current dollar per square foot amounts and Options 1 through 4, while Table 2 summarizes the 
potential additional cost associated with each option.    
 

Table 1 
Dollars per Square Foot Amounts for Each Option 

 K-6 7-8 9-12 
Current Amount $134.01 $141.47 $163.81 
Options 1 & 2 - Construction index (5.14%) $140.90 $148.74 $172.23 
Options 3 & 4 - GDP deflator (1.98%) $136.66 $144.27 $167.05 

 
Table 2 

FY 2009 Options - Potential Costs 
($ in Millions) 

 FY 2009 New 
Construction Cost 

FY 2010 – FY 2013 
New Construction Cost 

FY 2010 Building 
Renewal Cost 

Option 1 – 5.14% $0.4 $16.6 $11.1 
Option 2 – 5.14%, no FDK $0.0 $9.1 $11.1 
Option 3 – 1.98% $0.2 $6.3 $4.3 
Option 4 – 1.98%, no FDK $0.0 $3.5 $4.3 
 
SFB has the statutory authority to fund projects above these square foot amounts if a district cannot build a 
school within the New School Facilities (NSF) formula amount.  In FY 2007, SFB funded 86% of their 
projects over the funding amount for a total of $33.4 million.  In FY 2008, SFB funded 90% of their projects 
over the formula amount for a total of $31.1 million.  Over the past 2 years, SFB has given additional 
inflationary funding of about $1.5 million to each of these projects.  
 
New Construction Moratorium 
A moratorium on new construction projects was authorized for FY 2009 by the FY 2009 Education Budget 
Reconciliation Bill (Laws 2008, Chapter 287).  The bill prohibits SFB from authorizing or awarding funding 
for the design or construction of any new school facility, except for Full-Day Kindergarten (FDK) or for 
school site acquisition in FY 2009.  The moratorium was enacted due to declines in the state’s housing market 
and the state’s population growth rate.  The moratorium also requires SFB to provide monies for architectural 
and engineering fees, project management services, and preconstruction services if a school district qualifies 
for additional space in FY 2009 due to the implementation of FDK.  It also requires school districts to submit 
capital plans during FY 2009 and permits SFB to review and award new school projects subject to future 
appropriations.  During the FY 2009 approval cycle, SFB expects to approve $152.6 million worth of FDK 
space and $177.3 million worth of non-FDK new construction projects for a total of $329.9 million in 
approvals.   
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Analysis 
 
This section includes background information regarding the SFB inflation index, details on rising construction 
costs, an explanation of the options available for the current adjustment, and discussion on SFB’s guidelines 
for funding new school construction projects. 
 
Background Information 
The original Students FIRST legislation (Laws 1998, Chapter 1, 5th Special Session) established funding 
amounts per square foot of space for new construction and building renewal (e.g., $90 per square foot for 
Grades K-6).  It required, however, that those amounts be adjusted periodically for inflation.  The latter 
provision states that the funding amount per square foot “shall be adjusted annually for construction market 
considerations based on an index identified or developed by the JLBC as necessary but not less than once each 
year” (A.R.S. § 15-2041D.3c).  SFB also has statutory authority to modify a particular project cost per square 
foot for geographic factors or site conditions above the approved amounts. 
 
Prior to 2002, the Committee used the Marshall Valuation Service (MVS) construction cost index for Class C 
structures (masonry bearing walls) for Phoenix.  At the August 2002 meeting, the Committee elected not to 
approve an adjustment in the cost-per-square-foot factors.  Due to the decision not to approve an adjustment 
for that year, 5 school districts brought suit against the Committee, claiming the Committee had failed to 
perform its statutory duty under A.R.S. § 15-2041D.3c to adjust the index not less than once per year.  The 
following year, at the September 2003 meeting, the Committee approved a 2-year adjustment.  The adjustment 
made was based on the Bureau of Economic Analysis (BEA) index for “State and Local Government 
Investment - Structures.”  The Committee again approved the BEA index at the September 2004 meeting.  At 
the October 2005 meeting, the Committee approved an adjustment based on a midpoint between the BEA and 
MVS indices, which was higher than actual prior year inflation under either index, to account for the high rate 
of growth in construction costs over the past few years.  Two years ago at its October meeting, the Committee 
adopted an average of the same 2 indices that the SFB Staff is recommending this year (see below).  Last year 
at its October meeting, the Committee adopted the PinnacleOne index, which is 1 of the 2 indices the SFB 
Staff has requested the Committee adopt this year.   
 
For building renewal, the inflation adjustment is applied to the formula amount.  In FY 2009 the state did not 
fund the building renewal formula amount and instead funded $20 million for the new Building Renewal 
Grants Fund.  An inflationary adjustment, therefore, would increase the building renewal full formula amount 
to at least $220.2 million (based on the GDP deflator), or to $227.0 million (based on the SFB Staff request), in 
FY 2010 prior to any other possible formula adjustments.  Adjusting for inflation would not change the 
existing FY 2009 Building Renewal Grants Fund appropriation since this fund is based on grant and not 
formula funding. 
 
Construction Costs 
The price of construction cost inputs rose more in FY 2008 than previously expected even though the increase 
was not as great as it was a few years ago.  For example, the price of natural gas doubled over the past year, 
which increases the costs of outputs, such as PVC pipe, insulation, and flooring.  The slowdown in the state’s 
construction activity, however, could serve to reduce these cost pressures.  According to the U.S. Department 
of Labor’s Bureau of Labor Statistics, there was a loss of 10% in state construction jobs in FY 2008.
 
Options for the Current Adjustment 
The JLBC Staff has identified possible adjustments that could be considered.  Attachment 1 includes 
information on each of the 3 indices discussed below.   
 
PinnacleOne and Rider Indices 
The SFB Staff has requested for the third year in a row the Committee approve an adjustment based on an 
average of 2 Phoenix market indices developed by PinnacleOne, a project management firm, and Rider Levett 
Bucknall, an international construction-consulting group.   
 
The PinnacleOne index reports inflation of 4.68% for FY 2008 and is based on the cost of an elementary 
school in the Phoenix area.  Beginning in January 2006, this index was only developed for Phoenix and is 
based on the cost to build a 70,000 square foot K-6 school.  Input prices are updated each quarter based on 
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conversations with their subcontractors and suppliers.  Even though it measures inflation for Phoenix area 
elementary schools, it does not measure inflation for high schools or schools outside of the Phoenix 
Metropolitan area.   
 
The Rider index reports inflation of 5.59% and includes all types of Phoenix area construction.  This index 
tracks the bid cost of construction including labor, materials, general contractor and subcontractor overhead 
costs and fees, and applicable sales and use taxes.  Rider develops a construction costs index for 11 major U.S. 
cities, including Phoenix.  This index also does not measure inflation outside of Phoenix.   
 
The average of these 2 indices is 5.14%.  The total estimated new construction impact would be $17.0 million 
cumulatively through FY 2013.  The adjustment would increase the building renewal formula cost by $11.1 
million in FY 2010.  Formula increases, however, do not occur automatically and are subject to Legislative 
appropriation. 
 
Gross Domestic Produce Price Deflator 
The GDP deflator reports inflation of 1.98% in FY 2008 and is published by the U.S. Department of 
Commerce’s Bureau of Economic Analysis.  It measures the change in prices of all new, domestically 
produced, final goods and services in an economy.  Unlike some price indexes, the GDP deflator is not based 
on a fixed basket of goods and services. The basket is allowed to change with people's consumption and 
investment patterns, therefore, new expenditure patterns are allowed to show up in the deflator as people 
respond to changing prices. 
 
New School Construction Funding Guidelines 
SFB provides new construction funding based on the product of the following statutory NSF formula: 
 

Number of pupils  x  square foot per pupil  x  cost per square foot  =  allocation amount 
 
SFB has the authority to provide additional funding above and beyond the statutory allocation amount to a 
district if it cannot build a school within the NSF formula amount.  A district can prove they cannot build a 
minimum guidelines school by demonstrating they are building the least expensive school they possibly can 
but are still over the formula amount.   
 
Since the enactment of Students FIRST, some of these projects have been funded above the formula with SFB 
monies.  In FY 2007, SFB funded 86% of their projects over the funding amount for a total of $33.4 million.  
In FY 2008, SFB funded 90% of their projects over the formula amount for a total of $31.1 million.  Over the 
past 2 years, SFB has given additional inflationary funding of about $1.5 million to each of these projects. 
 
SFB has applied the JLBC adopted inflationary adjustment to projects that are approved subsequent to the 
Committee’s action.  As a result, projects that are approved at different times but began construction at the 
same time might receive different funding amounts from SFB.   
 
As advised by the Auditor General’s office, SFB submitted a request to the Attorney General in November 
2007 concerning their formal opinion on SFB’s practice of awarding new construction projects additional 
monies over the statutory new construction formula amount.  The Attorney General has not yet published an 
official opinion on this request.   
 
RS/LMc:ss 
Attachment 



Attachment 1 
 

Construction Costs Indices Research 
 
PinnacleOne 

• Project management firm (http://www.pinnacleone.com/)  
• 4.68% for FY 2008  
• Phoenix elementary school index 
• Has been in existence since 2005 internally but was finalized in January 2006.  The first 

index they published was for 1st Quarter 2006.   
• In January 2006 they used an actual 70,000 sq. ft. K-6 school as a model.  They update 

their cost estimates every quarter by contacting outside contractors and vendors to ask 
them what kinds of costs they have experienced for the previous 3 months.  

 
Rider Levett Bucknall   

• International construction-consulting group (www.riderhunt.com)   
• 5.59% for FY 2008  
• All types of Phoenix construction-they use a hypothetical building in their model so it’s 

not necessarily a residential or commercial building. 
• Has been in existence internally since 2001 but was first published in 2002 and is 

published each quarter.  
• Tracks bid costs of construction including labor, materials, general contractor and 

subcontractor overhead costs and fees, and applicable sales and use taxes.  Once a 
quarter, they contact the same 3 suppliers to ask what material prices they’ve been 
incurring the previous 3 months and then average these 3 material costs.  They use 
government websites to get information on labor costs.    

• Has the same index for 11 other U.S. cities besides Phoenix. 
 
Gross Domestic Product Implicit Price Deflator 

• Published by the U.S. Department of Commerce’s Bureau of Economic Analysis 
(www.bea.gov)  

• 1.98% in FY 2008 
• Measures the change in prices of all new, domestically produced, final goods and 

services in an economy. 
• Not based on a fixed basket of goods and services so the basket is allowed to change with 

people's consumption and investment patterns. 
• New expenditure patterns are allowed to show up in the deflator as people respond to 

changing prices. 
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